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Abstract 
In response to the recent global economic crisis, many countries worldwide adopted important fiscal stimulus packages. In this 
context, an important strand of literature focused on assessing the effects of these fiscal measures through estimating fiscal 
multipliers. The goal of the present paper is to explore how large are fiscal multipliers in the US. 
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1. Introduction 
One of the most debated issues in macroeconomics is related to the effect of fiscal policy on the economy. 
According to Keynesian economists, fiscal policy, through changes in government spending and taxes, can be used 
to mitigate economic cycles (in particular, fiscal policy is expected to have a positive effect on aggregated demand 
during recession periods). On the contrary, the Monetarist view asserts that any favorable effects of fiscal policy 
would be at best temporary, and even absent in the context of rational expectations defended by New Classical 
economists. However, in response to the recent global crisis, many governments introduced fiscal measures trying to 
mitigate its negative effects. Particularly for the US economy, The American Recovery and Reinvestment Act 
adopted a fiscal stimulus package around 5% of GDP for the 2009-2011 period. This type of fiscal policies brought 
back into attention the question of fiscal multipliers. 
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The simplest definition of a fiscal multiplier is the ratio of a change in output (ǻY) to an exogenous change in a 
fiscal instrument (ǻG) with respect to their respective baselines (Spilimbergo, Symansky and Schindler, 2009). 
Historically, although according to Hegeland (1954) the concept of fiscal multiplier goes back at least to the 
“Tableau Economique” of François Quesnay (1758), its prominent place in macroeconomics emerged after the 
General Theory of John Maynard Keynes (1936). Nowadays, fiscal multipliers are classified both according to the 
time span considered (for example, impact, peak or cumulative multipliers) and to the fiscal shock considered 
(spending or revenue multipliers). 
A crucial issue concerning fiscal multipliers is related to their measure. From a theoretical standpoint, the 
methodology used to measure fiscal multipliers evolved through time from the Keynesian-based ISLM models (both 
static and dynamic) to more Neoclassical-based Real Business Cycle (RBC) models. Contrary to the former 
methodology, which yields positive and higher-than-one fiscal multipliers, in RBC setups government spending 
multipliers are roughly between zero and one (see for example, King and Rebelo, 1999). In the following, RBC 
models evolved into the fancier DSGE (Dynamic Stochastic General Equilibrium) models, which are micro-founded 
optimization based models that provide a complete multivariate stochastic process representation for the data. In a 
recent survey on the evolution of DSGE models, An and Schorfheide (2007) assert that fiscal multipliers depend on 
the reaction function of the monetary authority, or more precisely on the reaction of the real interest rate, and outline 
larger spending multipliers than revenue multipliers. An appealing feature of these models when it comes to 
measuring fiscal multipliers is related to the virtual lack of data constraints, provided the number of explanatory 
variables is fairly high. 
From an empirical standpoint, among the first methods to estimate multipliers we can recall the comparative 
dynamic simulation method (mostly in a Keynesian setup) or the estimation of a single equation of the change in 
GDP to analyze the impact of (monetary and) fiscal policy instruments (mostly in a Monetarist setup). Subsequent 
work focused on structural macroeconometric models (MACRO), who do not incorporate utility maximizing 
households but estimates macroeconomic consumption and investment function, in a setup combining Keynesian 
reactions in the short run with Neoclassical features in the long run (Gechert and Will, 2012). 
The relative loss of interest of MACRO models in the 1980s is undoubtedly related to their incapacity of 
identifying truly exogenous fiscal policy shocks. This is the starting point of the work of Sims (1980), who coins a 
new methodology, the Vector AutoRegression (VAR). VAR are statistical models analyzing the dynamic relations 
among several time series, and can be used to compute the reaction of variables to fiscal shocks. A crucial issue is 
then how to identify fiscal shocks. As emphasized by Caldara and Kamps (2008), there are several methods which 
are being used to perform the identification of fiscal shocks within a VAR setup, including: (i) the war episodes 
approach (see Ramey and Shapiro, 1998), focusing on few periods of extraordinary US military spending hikes (see 
Edelberg et al., 1999); (ii) the recursive VAR, using a Choleski decomposition, which imposes zero restrictions to 
implement a casual order of the VAR variables and to rule out contemporaneous reactions of the fiscal variable to 
the business cycle variations (see Fatas and Mihov, 2001); (iii) the Structural VAR (SVAR), which builds on the 
recursive VAR approach, but additionally allows for non-zero restrictions, such as imposing estimated elasticity of 
automatic stabilizers (see Blanchard and Perroti, 2002); or (iv) the sign-restricted VAR, which identifies exogenous 
fiscal shocks by imposing sign restrictions to the impulse-response function of the fiscal shocks and then 
distinguishing them from a business cycle shock (see Mountford and Uhlig, 2009). 
The reminder of the paper is organized as follows: section 2 presents the main results of the recent literature 
regarding fiscal multipliers in the US, and section 3 concludes. 
2. Recent evidence of fiscal multipliers in the US 
The majority of contributions that analyzed fiscal multipliers focused on the US economy. Given the important 
amount of studies, we discuss fiscal multipliers in the following contexts: (i) with respect to the type of fiscal shock 
(for example, spending or taxes); (ii) accounting for an announcement effect of fiscal policy when estimating fiscal 
multipliers; (iii) the influence of the position of the US economy in the business cycle (expansion versus recession); 
and (iv) the evaluation of specific stimulus packages, such as The American Recovery and Reinvestment Act. 
Regarding (i) the type of fiscal shock, remark that government spending and taxes are the most used sources of 
fiscal shocks when it comes to measuring fiscal multipliers. A reference paper in the literature is Blanchard and 
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Perotti (2002). The authors draw upon a structural VAR on quarterly data for the period 1960-1997 to analyze fiscal 
multipliers with regard to government spending and taxes shocks, computed after extracting a deterministic or a 
stochastic trend. According to Table 1, changes in spending or taxes generate different effects: government spending 
multipliers are higher after one quarter (on the impact), while after one or two years the tax multiplier becomes 
larger, even above one. 
Table 1. US fiscal multipliers in Blanchard and Perotti (2002) 
Fiscal shock One quarter One year Two years 
Government spending, 
deterministic trend 
0.8 0.5 0.5 
Government spending, 
stochastic trend 
0.9 0.6 0.7 
Taxes, deterministic trend 0.7 0.7 0.7 
Taxes, stochastic trend 0.7 1.1 1.3 
Capitalizing on the analysis of Blanchard and Perotti (2002), Perotti (2005) studies fiscal multipliers in US. 
Although the methodology (VAR) and the period (1960-2001) are fairly close among the two studies, Perotti (2005) 
emphasizes two significant differences. First, as illustrated in Table 2, spending multiplier are consistently higher, 
namely above one starting the first year, and up to a large value of 2.2 after three years. Second, tax multipliers are 
rapidly fading out in time, from above one (1.2) after one year to only 0.2 after three years. These results emphasize 
important differences not only between spending and tax multipliers, in the short and medium-run, but equally 
regarding the extent to which these multipliers are above or below one. Adding to this uncertainty, Mountford and 
Uhlig (2009) emphasize, in a sign-restricted VAR model for the period 1955-2000, spending multipliers that are not 
only below one but even turn negative after two years, while tax multipliers are fairly large in the medium-term (see 
Table 3). 
Table 2. US fiscal multipliers in Perotti (2005) 
Fiscal shock One year Two years Three years 
Government spending 1.4 1.9 2.2 
Taxes 1.2 0.5 0.2 
Table 3. US fiscal multipliers Mountford and Uhlig (2009) 
Fiscal shock One quarter One year Two years 
Government spending 0.65 0.27 -0.74 
Taxes 0.28 0.93 2.05 
The importance of the (ii) “announcement” of the fiscal policy on the size of multipliers is reflected in two VAR 
based studies for the period 1955-2000, which disagree on whether the fiscal policy measures should be or not 
announced. Mountford and Uhlig (2005) found that the response of private consumption is positive, even if 
announcement effects are accounted for. In contrast, Tenhofen and Wolff (2007) build upon the paper of Blanchard 
and Perotti (2002), by using the same data and method, and show that the positive response of consumption switches 
to negative when the VAR is extended to allow for a one period ahead anticipation of the shock, making the authors 
conclude that “modeling anticipation in VAR is of crucial importance”. 
A strand of recent papers explores the (iii) influence of the position of the US economy in the business cycle on 
fiscal multipliers; see, for example, Hall (2009), Auerbach and Gorodnichenko (2012), Baum et al. (2012) or Batini 
et al. (2012). Hall (2009) studied the US economy for different time periods (1930-2008; 1948-2008; 1960-2008; 
1939-1948; 1949-1955; 1945-1949), and found multipliers around 0.5 for output, and slightly negative for 
consumption. More important, the paper presents similar multipliers in expansion or recession periods for the US 
economy. However, these conclusions are questioned by Auerbach and Gorodnichenko (2012), Baum et al. (2012) 
and Batini et al. (2012), who find that for the US economy fiscal multipliers present larger values in recessions 
compared to expansions, as shown in Table 4. 
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Table 4. US fiscal multipliers in recessions and expansions 
 Fiscal shock One quarter One year Two years 
Auerbach and 
Gorodnichenko (2012) 
Expansion Government spending 0.0 -0.1 
Recession Government spending 1.4 1.8 
Baum et al. (2012) Expansion –  
positive output gap 
Positive spending shock 1.3 1.0
 Expansion –
negative output gap 
Positive spending shock 1.7 1.2
 Expansion –
positive output gap 
Negative revenue shock -0.1 -0.1 
 Expansion –
negative output gap 
Negative revenue shock 0.1 0.1 
Recession –
positive output gap 
Negative spending shock -1.3 -1.0 
Recession –
negative output gap 
Negative spending shock -1.8 -1.3 
Recession –
positive output gap 
Positive revenue shock 0.1 0.1
Recession –
negative output gap 
Positive revenue shock -0.1 -0.1
Batini et al. (2012) Expansion Spending 0.3 -0.5 
 Recession Spending 2.2 2.2 
 Expansion Revenue 0.2 0.7 
 Recession Revenue 0.2 0.7 
Finally, Romer and Bernstein (2009) and Cogan et al. (2009) aimed at providing an estimation of the magnitude 
of fiscal multipliers following (iv) the implementation of The American Recovery and Reinvestment Act in the US. 
The former study reports higher-than-one spending multipliers (1.05 after one quarter, 1.44 after one year and 1.57 
after two and three years), while tax multipliers are found not to have any impact initially, and approach one after 
two years (0.00 after one quarter, 0.65 after one year, 0.99 after two and three years). The later study estimates 
spending multiplier when the interest rate is set to zero for two years (2009 and 2010) or only for one year (2009). In 
the first case, multipliers are above one after one quarter and progressively decrease (1.03 after one quarter, 0.89 
after one year, 0.61 after two years and 0.44 after three years), as this is equally the case in the second scenario (0.96 
after one quarter, 0.67 after one year, 0.48 after two years and 0.41 after three years). Interestingly, evidence from 
these studies seem to contradict traditional ISLM predictions, as spending multipliers are not found to be of higher 
magnitude in a context of liquidity trap compared to normal times. 
3. Conclusion
Given the magnitude of the recent crisis and its negative effects worldwide, many governments adopted 
stabilization measures, which in turn revived the issue of assessing the impact and the sign of fiscal multipliers, both 
in academia and for policymakers. In this context, and given that the largest majority of such studies focused on the 
US, the goal of the present paper was to draw a concise picture of recent estimations of fiscal multipliers in the US. 
First, the literature emphasizes differences between spending and taxes multipliers, impact or medium term fiscal 
multipliers, and also the extent to which spending or taxes multipliers are below or above one. Second, although 
fiscal multipliers seem to be sensitive to the position of the US economy in the economic cycle, their dependence on 
expectations is subject to discussion. Finally, the benefits of The American Recovery and Reinvestment Act are so 
far unclear, as fiscal multipliers range between below one to above one, depending on the fiscal shock considered 
(spending or taxes) or the monetary context (normal times or a liquidity trap). 
The remarkable regain of interest for fiscal multipliers is motivated by at least other two considerations. On the 
one hand, there exists a recent vivid debate stimulated by a recent paper that questioned IMF’s fiscal austerity 
programs in different countries, claiming that these programs have largely under-evaluated the magnitude of fiscal 
multipliers (Blanchard and Leigh, 2013). On the other hand, the recent literature focused on assessing fiscal 
multipliers almost exclusively in developed economies, and only few studies explored developing countries (see, for 
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example, Ilzetzki and Vegh, 2008, Ilzetzki et al., 2013, and Agnelo et al., 2013), leaving this strand of literature 
open for further research. 
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